Present:

MINUTES
MEETING OF THE

ILLINOIS STATE BOARD OF INVESTMENT
FRIDAY, DECEMBER 17, 2010 — 8:45 A M,

Board Members

(uests

Roderick Bashir

Devon Bruce

Michele Bush, via telephone
John Casey

James Clayborme, via telephone
Alexi Giannoulias

Thomas Hoffman

Daniel Hynes

Fred Montgomery

William Atwood

Johara El-Harazin

Timothy Kominiarek

Scott Richards

Linsey Schoemehl

Loma Scott

Katherine Spinato, via telephone
Alise White

Office of the State Treasurer
Paul Miller
State Retirement Systems
Tim Blair
Marquette Associates
Brian Wrubel, Elizabeth Francis,
Nichole Roman-Bhatty, Gregory Leonberger
Dept. of Central Management Services
Janice Bonneville, Jason Musgrave
Service Employees International Union
Edgar Hernandez, Renaye Manley
Loop Capital
Angela Myers
Cabrera Capital Markets
Vito Laera




ROLL CALL

Chairman Casey called the meeting to order at 9:00 a.m. The Secretary called the roll and noted
that a quorum was present. Mr. Montgomery moved to allow Board Members Bush and
Clayborne to participate in the meeting via telephone. Mr. Bruce seconded and the motion
passed unanimously,

COMMUNICATIONS

Resolutions of Appreciation

Chairman Casey stated that this would be the last meeting of the Treasurer and Comptroller and
thanked cach of them for their service to the Board. Further, the Chairman presented
Resolutions of Appreciation for Treasurer Giannoulias and Comptroller Hynes. Judge Hoffman
moved to approve the Resolutions of Appreciation as presented by Chairman Casey. Mr. Baghir
seconded and the motion passed unanimously. (Official minutes contain attachments.)

REPORT OF THE CHAIRMAN

Chairman Casey stated that with new Board Members in January, the Committee appointments
would be as follows:

Audit & Compliance Commuittee
Michele Bush

James Clayborne, Jr.

Thomas Hoffinan

Judy Baar Topinka

Fred Montgomery

Emerging Manager Committee
Roderick Bashir

fohn Casey

James Clayborne, Jr.
Dan Rutherford
Judy Baar Topinka

Investment Policy Committes
Devon Bruce

Michele Bush

John Casey

Dan Rutherford

Thomas Hoffman




MINUTES OF PREVIOUS MEETING

M. Bashir moved to approve the minutes of the meeting of the Board meeting held September 24, 2010,
in the form previously submitted. Judge Hoffman seconded and the motion passed unanimously.

REPORT OF STANDING COMMITTEES

Audit & Compliance Committee

Chairman Casey stated that the Audit & Compliance Committee had met prior to this meeting and
referred to Ms. Bush to report on the Committee’s actions. Ms. Bush reported the following actions by
the Aadit & Compliance Committee:

¢ Minutes of the September 24, 2010 meeting were approved.

¢« Ms. White reported on the fiscal year 2010 and the Committee instructed Director Atwood
to communicate via written correspondence the Board’s concern regarding the delay in the
audit process to the McGladrey & Pullen partner, with a copy to the Auditor General.

«  Ms. Spinato reported there were no exceptions to report to the Staff’s Monthly Personal
Interest Statements through September 2010,

s  The Commission Recapture Report for the quarter ending September 2010 was reviewed
and approved.

¢ The Records of Vouchers for the months of July, August and September 2010 were
reviewed and approved.

e The Committee reviewed the report on placement agent contacts for FY 2011 2" Quarter.

¢ Ms. Schoemehl requested appointed Board Members to submit quarterly timesheets.

nd

Mr. Montgomery moved to approve and ratify the actions of the Audit & Compliance Committee
as outlined above. Mr. Bruce seconded and the motion passed unanimously.

Executive Committee

Director Atwood reported that the Executive Committee had met on November 1, 2010 and reported that
three deferred compensation hardship appeals were considered. Further, the Committee met November
17,2010 and Director Atwood reported that a deferred compensation hardship appeal was considered, the
Committee approved discontinuing ISBI paying the 4% SERS employee contribution for all employees
hirved after November 17, 2010, and that Columbia Acorn an investment option in the deferred
compensation plan, was placed on the Alert list due to notification that the portfolio manager would be on
an extended leave from January 14 through March 31, 2011.

Ad Hoc Committee for Personnel Policies and Procedures

Director Atwood referred the members to “Changes to Terms of Employment for Employees at [linois
State Board of Investment (ISBI)” that had previously been distributed. Mr. Bruce moved to approve the
recommendations of the Ad Hoc Committee as outlined in the above-referenced report. Ms. Bush
seconded and the motion passed unanimously. (Official minutes contain attachment.)




REPORT OF CONSULTANT — MARQUETTE ASSOCIATES

Investment Performance Report — September 2010 and November 2010 Interim Report
Chairman Casey welcomed the Marquette representatives to the meeting. Mr. Wrubel reported
that the Investment Performance Report for the quarter ending September 2010 had previously
been distributed. Mr. Wrubel distributed the Flash Report for November 30, 2010, and reviewed.
Foliowing detailed review and answering questions posed by Board Members, the Chairman
thanked Mr. Wrubel for the report. (Official minutes contain attachments.)

Asset Allocation Review

Following detailed discussion and review from Director Atwood and Brian Wrubel, regarding
asset allocation models, Mr. Montgomery moved to approve the recommendation of the Director
to table the 1ssue of the asset allocation model for the remainder of FY 2011 and not make any
new commitments to iiliquid assets (real estate, private equity or infrastructure) through the
remainder of FY 2011 and direct the real estate separate account managers to not make any new
acquisitions without the prior written authorization of the Executive Director for the same time
period. Judge Hoffman seconded and the motion passed unanimously. (Official minutes contain
attachment.)

DEFERRED COMPENSATION

Consultant — Investment Manager Performance Review

Ms. Roman-Bhatty of Marquette Associates referred the Board Members to the “Illinois State
Board of Investment Deferred Compensation Executive Summary” for the 3" quarter September
30, 2010 and an updated report dated November 30, 2010, and reviewed. {Official minutes
contain attachments.)

Proposed Revision to Hardship Appeal Policy

Ms. Schoemehl referred the Board Members to a memorandum “Deferred Compensation” dated
December 2, 2010. Ms. Schoemehl requested approval to revise the Hardship Distribution Appeal
Policy to require participants to submit a statement of appeal within 20 days of the mailing date of
the Notice letter. Ms. Bush pointed out that the notices are sent certified mail and it’s easier to
track 20 days from date of mailing rather than date of letter. Following review, Mr. Bashir moved
to approve the revision to the Deferred Compensation Hardship Appeal Policy as outlined in the
memorandum. Mr. Bruce seconded and the motion passed unanimously. (Official minutes
contamn attachment.)

Proposed Amendments to 80 IL Administrative Code 2700

Ms. Schoemehl stated that proposed amendments to the Board’s Administrative Rules (80 I11.
Adm. Code 2700) were previously distributed. Following discussion, Mr. Bashir moved to
approve the amendments to the Board’s Administrative Rules to include the change proposed by
Ms. Bush. Mr. Bruce seconded and the motion passed unanimously.

Loan Program Policy

Ms. Schoemehl reported that a draft Loan Program Policy had been prepared pursuant to actions
of the September Board meeting. Following review, Mr. Bruce moved to adopt the Loan Program
Policy as previously distributed and grant Staff, in conjunction with the Plan’s consultant,
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discretion to make modifications to the Policy in order to accommodate administrative issues
presented during the rulemaking process. Mr. Bashir seconded and the motion passed
unammously. (Official minutes contain attachment.)

Chairman Casey stated that the Board would go into Executive Session to discuss specific
investment manager contracts (5 ILCS 120/2(c)(7)), current Board litigation (5 ILCS 120/2(c)(11))
and to review closed session minutes of previous meetings (5 ILCS 120/2(c)21). Mr.
Montgomery moved to go into Executive Session for the above-stated purposes. Mr. Bruce
seconded and the motion passed unanimously.

Guests and Staff were excused from the meeting with the exception of Director Atwood, Mss.
Spinato, Schoemehl, and the Marquette representatives.

Judge Hoffman moved to return to the open meeting. Mr. Bruce seconded and the motion passed
unanimously.

Judge Hoffman moved to approve the minutes of the closed session meetings held September 24,
2010, keeping such minutes confidential and to destroy the verbatim records, in accordance with 5
[LCS 120/20.06 (c), when there 1s no longer a need to retain. Mr. Montgomery seconded and the
motion passed unanimously.

Consideration of Hardship Appeals
Ms. Schoemehl stated that there were two Deferred Compensation Hardship Appeals pending and
distributed copies.

Following review and discussion, Ms. Bush moved to approve and accept the recommendation of the
Hearing Officer to uphold and reaffirm the Hardship Committee’s decision and deny a distribution in the
case of Adalberto Melendez (H/S10-378). Judge Hoffman seconded and the motion passed unanimously.
(Offictal minutes contain attachment.)

Following review and discussion, Mr. Bashir moved to approve the recommendation of the Hearing
Officer and allow a distribution of $6,000 in the case of Lavond Borders (H/S10-397). Ms. Bush
seconded and the motion passed unanimously. (Official minutes contain attachment.)

REPORT OF THE DIRETOR
Matters Relatine to Existine Managers

Mr. Richards referred the Board Members to his memorandum “Matters Relating to Existing
Managers” dated December 6, 2010 and reviewed. (Official minutes contain attachment.)

Watch List
Mpr. Richards stated that the Watch List had previously been submitted. (Official minutes contain

attachment.)

Recommendation on Trade Cost Analysis Service
Ms. El-Harazin referred the Board Members to a memorandum “Transaction Cost Analysis
Service Provider Recommendation” dated December 7, 2010, and reviewed with a
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recommendation that ISBI retain Global Trading Analytics, LLC as transaction cost analysis
service provider. Ms. Schoemell provided ownership disclosures. Following review, Mr. Bashir
moved to approve the recommendation of Staff to retain Global Trading Analytics, LLC as the
transaction cost analysis service provider, subject to successful contract negotiations. Mr.
Montgomery seconded and the motion passed unanimously, (Official minutes contain
attachment.)

Budget Comparison

Ms. White stated that the preliminary Budget Comparisons for the quarter ending September 2010 had
previously been submitted. Following review, there being no questions or comments, the Budget
Comparison for September 2010 was ordered filed. (Official minutes contain attachments.)

Financial Statements

Ms. White stated that the Financial Statements for the quarter ending June 30, 2010 had been
distributed previously. Following review, Mr. Montgomery moved to approve the Financial
Statements for the gquarter ending June 30, 2010, as submitted. Mr. Bashir seconded and the
motion passed unanimously. (Official minutes contain attachment.)

Minority Brokerage Usage Report
Ms. El-Harazin stated that the “Minority Brokerage Usage Report” for the quarter ending
September 30, 2010 had previously been distributed. (Official minutes contain attachment.)

1 egislative Update
Ms. Schoemehl referred the Members to her memorandum “Legislative Update” dated December
2,2010 and reviewed as follows:

Public Act 96-0006 — Ms. Schoemehl proposed changes to the ISBI Administrative Rules (74 11l
Adm. Code 800) to update antiquated language to reflect policy modifications. Following review,
Mr. Montgomery moved to approve the proposed changes as outlined and grant Staff discretion to
make additional inmaterial changes pursuant to the direction of the Joint Committee on
Administrative Rules during the rulemaking process.

Public Act 96-0795 — Ms. Schoemehl referred to the previously distributed proposed amendments
to the Procurement Policy which incorporates newly required reporting requirements. Following
discussion, Mr. Montgomery moved to approve the revised Procurement Policy as drafted by Staff
and previously distributed. Ms. Bush seconded and the motion passed unanimously. (Official
minufes contain attachment.)

REPORT OF ANY BOARD MEMBER

None.



UNFINISHED BUSINESS

None.

NEW BUSINESS

None.

NEXT MEETING AND ADJOURNMENT

Chairman Casey stated that the next meeting of the Audit & Compliance Committee and Board
were scheduled to be held Friday, March 18, 2011 at 9:00 a.m. and 9:15 a.m., respectively.

At 11:20 am.,, there being no further business to come before the Board, Judge Hoffman moved to
adjourn, Ms. Bush seconded and the meeting was adjourned.

Respectfully submitted,

) homas E Hoffmang( g c;?(ary
Hlineis State Board Investm

John W. gﬁse\jf Cﬁan‘man

Itlinois State Board of Investment




